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Special Problems in Accounting for Capital
Assets*
By Maurice E. Peloubet

1 do not propose to discuss the general principles of valuation
or statement of fixed or capital assets. Neither do I propose to
discuss, in general, the auditor’s or accountant’s responsibility
for such valuation or statement.
If any one here believes that some sort of present value is the
correct basis for stating capital assets and that the auditor should
be responsible for the accuracy of such values, I can only say that
he is opposed to the weight of the best accounting opinion, and
I would recommend to him the series of three articles by George
O. May in The Journal of Accountancy, entitled “The In
fluence of Accounting on the Development of an Economy,”
which began in the January, 1936, number, as representing the
best present thought and practice of accountants.
If we agree that cost, less proper provision for renewal or re
placement, is the accepted basis for stating fixed or capital assets
and that this general assumption lies behind all of our accounting
for fixed or capital assets we can then consider its particular
applications.
As in so many other phases of accounting, the principles are
simple but the applications can be surprisingly difficult and
awkward. If anyone believes in current appraisals or revalua
tions as a basis for stating capital assets there is little that the
accountant can do for him, as the difficulties resulting from the
comparatively simple cost valuations sometimes seem almost in
superable and I believe that the average accountant of fairly
wide experience would be willing to admit his incapacity to
devise or administer intelligible accounts on the basis of periodical
reappraisals.
It is interesting to note that the securities and exchange com
mission generously and, I think, wisely, refrained from adding to
its requirements any provision for valuation or revaluation of
capital assets, limiting the demands to a clear statement of the
basis on which these assets are carried on the books and shown
in the financial statements.
* A paper presented at a meeting of the Providence (Rhode Island) chapter of the National
Association of Cost Accountants, January, 1936.
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A discussion of accounting for fixed assets should include the
reserves applying to them and should cover, as well, items which
partake of the general nature of fixed assets but are not generally
so classified. The effect on the income account of our fixed-asset
accounting should also be considered.
I shall, then, go on to the consideration of a few specific prob
lems in fixed-asset accounting which seem to be important or
interesting at the present time. Each question will be handled
by itself, and while there are, no doubt, many other aspects of
the question which could be considered, the problems discussed
are, it is hoped, sufficiently general and representative to be of
interest and—I almost said value—but let us say of some use.

Obsolescence
Obsolescence is defined as follows:
Report of special committee on terminology of the American
Institute of Accountants:
“The basic idea conveyed by this word is that of becoming
out-of-date or falling into disuse.”
Oxford Dictionary;
“The process of becoming obsolete.”
Webster's Dictionary:
“The state of becoming obsolete.”
Obsolescence, it can not be too often repeated, is not a sudden,
incalculable loss of value. It is the state of becoming obsolete,
and the provision for it should be made before conditions have
changed enough to render the plant or other property actually
inferior to similar property in competitive use.
Obsolescence can not be provided on a basis of unsupported
estimate or surmise. This would cover a mere possibility and
might be provided by a reserve for contingencies. Neither can
it be provided on a basis of known facts, as this would be equiva
lent to reserves for physical wear and tear or loss. Reasonable
probability, based on experience and generally weighted a little
more heavily than that experience would demand as a minimum,
is the proper basis for reserving against obsolescence.
Charles F. Kettering, vice-president of General Motors Cor
poration, was quoted in The New York Times (January 4th) on
this point as follows:
“Probably the greatest obstacle to recovery is the difficulty of
getting rid of obsolescence. Our common sense tells us that, if
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every industrial plant in the country suddenly went out of exist
ence, there would be no unemployment, no hard times, no
depression. We would all go to work to build new plants.
“But they would not be like the old ones. They would be
incomparably better. Now, we don’t need earthquakes to
destroy what we have in order to build something newer and better.
But there is a reluctance to go ahead and have what we might have
because everybody is waiting to recover all possible value from
what already exists.
“There, you see, is the problem of getting rid of obsolescence.
A man or a company builds a plant to manufacture certain
articles. The plant is expected to last twenty or thirty years.
But let us suppose that, in only two or three years, a new product
is available which makes the output of this plant, as well as the
plant itself, out-of-date. Surely the owner should somehow be
encouraged to do something new. Not finding such encourage
ment, he thinks he must keep on using his old plant.
“He even tries by advertising and salesmanship to discourage
the public from buying more modern products and to continue
using his. If he doesn’t attack what is newer and better, he at
least gives the public to understand that the old stand-by is
plenty good enough. Thus, this obsolete plant is a detriment to
him as well as to the public. It slows down progress.
“But let us suppose the government should say to every
manufacturer: 'We won’t levy much tax on your plant during the
first three years. It won’t even be much during the following
four or five years. From then on, though, we’re going to increase
the rate, and, before your plant is twenty years old, it will be
so high that it will be cheaper for you to tear it down and build
a new one.”’

Admitting that this is hardly a statement of a considered pro
gram or plan we must agree that it goes directly to the root of the
matter so far as economics and business are concerned. If every
business man took, and was encouraged to take, Mr. Kettering’s
view and put it into practice to the extent of discarding obsolete
machinery as soon as it became obsolete there is little doubt that
the industrial plant of the country would be in far better shape
than it is and production both of consumers’ goods and the
products of heavy industry would be greatly increased to the
advantage of everyone.
While the accountant does not as a rule have the technical
knowledge necessary to decide whether or not a particular ma
chine or building is obsolete, he does know in a general way, from
the financial and operating statements, the condition of a plant
so far as obsolescence is concerned. It is his duty to point out
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the existence of this condition wherever he knows or has reason
to believe that this is the fact. He should advise the management
to obtain technical advice, either from its own staff or outside
engineers, as to the extent and nature of such obsolescence from
a technical point of view and, if the condition is sufficiently
serious, he should call the attention of stockholders and investors
to it through his certificate or accounts.
There are many influences which cause the business man to
doubt his own innate good sense and judgment when he is faced
with the problem of providing for obsolescence or of scrapping
obsolete machinery.
Government, through its taxing policy, both local and federal,
positively encourages holding on to the old plant as long as the
wheels will creak around or the buildings stand.
The United States treasury department has never been liberal
in its allowances for wear and tear, but prior to the 1934 revenue
act it permitted some small addition to rates of depreciation to
cover obsolescence. Under treasury decision 4422 and the 1934
revenue act the deduction for obsolescence is still reserved to the
taxpayer under article 23 of regulations 86, but the treasury
department’s insistence on expected or remaining life has a
tendency to give undue weight to known factors and perhaps an
equally strong tendency to minimize the importance of factors
such as expected or anticipated obsolescence, which can not be
specifically proven at the time the charge for depreciation is made.
Under a recent treasury decision (I. T. 2944—Internal Revenue
Bulletin No. 50-XIV) it is possible that the taxpayer might be
denied a deduction for obsolescence in any particular year which
subsequent events might show should have been taken. This
would then be considered as additional “allowable deprecia
tion,” and, if any of this applied to a year in respect of which the
statute of limitations had expired, the deduction for the obsoles
cence heretofore denied would be applied to the taxpayer’s depre
ciation base, but no adjustment of tax for that year could be made.
This does not seem entirely fair to the taxpayer, but I do not see
how the decision can be interpreted in any other way. The
language of the decision is:
“The word ‘allowable’ designates the amount permitted or
granted by the statutes, as distinguished from the word ‘al
lowed ’ which refers to the deduction actually permitted or granted
by the bureau. The amount ‘allowable’ is the minimum for
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adjustment purposes, the amount ‘allowed’ serving to measure
the adjustment only when the amount thereof exceeds that
allowable.
“It follows that the depreciation claimed as a deduction in a
return which has been accepted by the bureau is the amount
‘allowed’ for that year. The amount thus ‘allowed’ for any
year may be adjusted to the amount ‘allowable’ at any time
within the statutory period applicable thereto for purposes of
computing the proper deduction for such year and of adjusting
the basis. The statute, however, requires adjustment of the
basis to accord with the amount ‘ allowed ’ or the amount ‘ allow
able,’ whichever is greater, irrespective of any statute of limita
tions applicable to the year of deduction.”
In itself the collection of an excessive tax from a company does
not necessarily influence the policy as to fixed assets and depre
ciation. But where this tax is collected by the assertion that
excessive provision has been and is being made for depreciation,
the effect may be, especially in smaller concerns, to induce a
company to adopt unsound practices, overstating or anticipating
profits, merely because such policies swell current income to the
profit of the taxing body.
If rates of depreciation obviously inadequate or barely adequate
for wear and tear only are forced on a company by the treasury
department, the company is not thereby absolved from the conse
quences of making only such clearly inadequate provision for
wear and tear nor from the results of failing to provide for
obsolescence.
High costs, inferior product, delayed deliveries, inability to
meet specifications will dog the footsteps of the manufacturer who
fails to discard obsolete and obsolescent machinery or to modern
ize his plant and processes, whether or not the treasury depart
ment or any other authority tells him he has provided adequately
for the retirement of his plant or for its renewal.
If we assume that for every enterprise for each period there is
an “ideal ” or “ true ” income we shall find that accountants under
the accepted principles and customs of commercial accounting
generally arrive at an income which approximates but does not
reach this ideal figure. The treasury department under its
methods of accounting also approximates this true or ideal
income, but the income is generally in excess of the ideal. Ob
viously if both commercial accountants and treasury department
accountants accomplished their purpose completely, they would
arrive at the same income but from opposite sides and by different
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methods. Where there is a conflict between general accounting
practice and treasury department accounting, the tendency of
the accounting methods advocated by the treasury department is
to delay the application of expenses paid in advance or to mini
mize the provision for depreciation or similar charges and to
anticipate the realization of income where this is in any way in
dicated. General accounting practice, based largely on the cus
tom of prudent business men, is to anticipate losses by means of
reserves or to accelerate write-offs of expenses wherever this is
possible and to delay taking profits until realization is complete
or reasonably certain within a short time. It is for these reasons
that discrepancies between corporate and taxable income are
inevitable.
Funding Depreciation Reserves
Funding depreciation reserves has attracted some attention
lately but has not received, so far as I know, adequate and
thorough treatment by any authority. Some proposals can only
be described as fantastic. One of these, put forward in all serious
ness, is to purchase each month selected common stocks to the
amount of the depreciation provision, the theory being that these
stocks will go up or down exactly as commodity prices increase
or decrease and that, therefore, the stocks constituting the fund
corresponding to the reserve will always represent replacement
value of the depreciated property. This has about the same
degree of probability as the proposition of A. S. Eddington who
says, in discussing the laws of chance in The Nature of the Physical
World, that “if an army of monkeys were strumming typewriters
they might write all the books in the British Museum” but I do
not think the probability is much greater.
However, there are some cases where funding depreciation
reserves is a prudent business policy. To take the extremes, in a
business where the entire plant will need to be renewed after the
lapse of a comparatively short time it would be well to have
available cash or readily realizable securities of the amount needed
for the new plant. The wisdom of funding depreciation reserves
is obvious in industries of a particularly hazardous nature such
as the manufacture of high explosives. Here risks must be taken
for which no insurance coverage is available and where there is
always the possibility that all or part of the plant would have to be
replaced on the very shortest notice. In fact the management
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might be subject to severe criticism if provision of cash to meet
such emergencies were not made. It might also be well to segre
gate these assets from the ordinary current assets to indicate that
they are not available for distribution to stockholders.
At the other end of the scale is the plant where, to keep up
satisfactory operation at normal capacity, about as much needs
to be spent for new machinery or construction as is charged for
depreciation. Here no funding is required, as the cash is spent
at about the same rate as the provision for depreciation is made
and the original cost remains as the net figure, additions balancing
depreciation.
Most plants lie somewhere along the scale between these ex
tremes—generally closer to the situation last described. As a
fair, rough, general rule, where the policies of funding reserves
has been adopted, it might be assumed that the fund should equal
the accumulated provision for depreciation on existing plants less
the additions to such plants necessary to keep them in operation
at their original capacity, but the purpose of the fund is not to
provide for new plants or additional capacity.
For instance, a coal mine might be equipped with a tipple
costing say, $100,000. At the end of ten years $50,000 deprecia
tion might be written off and additions necessary to keep the
tipple in operation amounting to $10,000 might have been made.
Ten thousand dollars of the provision for depreciation has been
spent and might properly be charged to reserve for depreciation,
and if the reserve were funded the fund should equal $40,000.
For the sake of simplicity no consideration has been given in the
foregoing to the increase of the fund through compound interest,
but in the practical application this would have to be taken into
account in determining the amount set aside.
The basic assumption behind funding depreciation reserves is
sound, that is, that depreciation is an expense—the cash payment
of which is, from the point of view of replacement, deferred—
which, if the business is to continue, is as certain as payments for
material or wages. This being so, depreciation should be pro
vided in cash and it is not material whether this cash is expended
piecemeal, from time to time, or in a lump sum when the property
is sold or dismantled. If not provided it should be fully realized
that present investment of funds representing provision for depre
ciation is, in effect, an anticipatory use of the company’s future
borrowing capacity.
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Inventories as Fixed Assets

We all know what are usually considered to be fixed assets, but
there are other items which are generally and conventionally
classified as current assets which sometimes partake to a large
extent of the nature of a fixed investment. It is generally recog
nized that advances to affiliated companies or to others, which it
is not intended should be repaid within a year, should be included
in the same classification as investments, but a similar segregation
of inventories which can not or will not be sold within a year is
seldom made. At first sight it would appear strange and perhaps
alarming to consider any part of the inventory as a fixed asset
but there is, I believe, a steadily growing body of opinion which
inclines to this view. When we discuss accounting for fixed
assets we have in mind the investment features more than the
physical ones, and the investment in raw material which must be
maintained so long as a plant operates would seem to be a fixed
asset regardless of the fact that the individual units of material
may pass through the process and be delivered to customers.
In the January, 1936, issue of The Journal of Accountancy,
Howard S. Thompson in an article on “Oil inventories account
ing” says, “It may fairly be urged that the fixed quantities of
oil which must be permanently maintained in tanks with floating
covers, in pipe lines, and under other comparable conditions, are
a part of the permanent investment which is necessary to insure a
most effective use of the physical equipment.”
In the annual report of the American Smelting and Refining
Company for the year ended December 31,1934, it is stated: “An
amount of each metal in process is as necessary to the conduct of
business as the smelting and refining plants themselves and your
company has accumulated the amount of each metal it must have
in process under normal conditions which resembles a reservoir.
It would have to sell each day from the outgoing end of the reser
voir an amount of each metal equal to that taken in at the incom
ing end. The metal content of the reservoir is known as ‘normal
stock’.”
One interesting feature of the trend of opinion towards consid
ering normal stocks as a fixed asset is that this movement orig
inated primarily in the thought and practice of business men and
was more slowly adopted and taken up by accountants. The
principle is not difficult to understand—that is, if we must keep
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fixed quantities of raw material we should not revalue them an
nually or monthly at replacement costs any more than we should
revalue our buildings or machinery on such a basis. The appli
cations, however, of this principle are sometimes complex and
difficult but in the industries to which this method is suited these
difficulties can be overcome.
The results, in the form of income accounts which show profits
or losses based on actual current operations, are generally found
to be worth the labor involved in devising a system which will
eliminate profits or losses arising from revaluation of fixed inven
tories on any replacement basis.
At present it is probably impossible to do other than respect
generally accepted accounting conventions which dictate that
inventories shall be classified as current assets and that they shall
not be valued at prices higher than market. However, it is quite
possible to devise means whereby any adjustments resulting from
the classification of fixed inventory as current assets may be
eliminated from the current operating results either through
surplus adjustments or by segregation in the income account after
a current operating income has been ascertained.

Wasting Assets
A special type of capital asset is that known as the “wasting
asset,” typified by mining claims, oil wells, quarries and the like.
Companies engaged in exploiting this type of asset are neither
legally nor as a matter of business practice required or expected
to maintain original capital values, even though in some cases the
estimated amount of exhaustion is indicated. To take an ex
treme and simple case, let us assume that a mining company owns
a small and highly profitable claim which, it has been determined,
will be exhausted in, say, five years. Accurate data as to costs
and metallic content are assumed to be available which indicate
that an operating profit of, say, $200,000 a year will be made.
The discoverer of the mine capitalizes the company at 700,000
shares of $1.00 par value each, of which he retains 500,000 for
himself and sells 200,000 for working capital and plant. During
the five years dividends of $200,000 a year are paid. The mining
property stands on the books at $500,000. I do not think in a
case like this any one can argue that the management is respon
sible for always maintaining intact assets equal to the original
value. To do this would mean withholding one-half of all
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amounts paid as dividends and at the end of the five years the
company would have a worked-out mine, a fully depreciated
plant and $500,000 in cash. The only thing which could be done
with the cash would be to pay it to the stockholders as a liquidat
ing dividend or to reinvest the money.
The usual practice in a case like this would be to pay out in
dividends all the moneys realized in excess of what was necessary
for working capital for operations. As a rule there would be no
writing-down of the mining property and at the time the mine
was exhausted we should still, under ordinary practice, show mines
and mining claims of $500,000 against capital stock of $500,000.
No one, however, with any experience in mining investment
would be deceived, as the intelligent mining investor does not
look to the balance-sheet to determine the value of his property
nor does he assume that all the dividends he receives are income.
He knows very well that some part of them represents return of
capital. The balance-sheet indicates the company’s current
asset position and the cost and depreciated value of fixed assets,
including plant, other than mining property. The value of the
mining property is most easily determined from engineering and
operating statistics, which are an important part of a mining com
pany’s report and form the basis for the intelligent investor’s
determination of the allocation of his dividend as between income
and capital. The figures shown for property generally represent
nothing more than the original cost or the original capitalized
value. The alternative to this is the writing off of depletion on
cost, which would involve revaluing the property whenever new
discoveries of ore, not contemplated in fixing the original rate,
were made. This does not mean that the total cost value of the
mine would be different, but the total cost would have to be
spread over a greater number of units of metal. This, in turn,
would indicate that the earlier depletion rate was incorrect and
would, if a correct valuation was to be maintained, involve a
recalculation of past depletion at the rate then known to be more
nearly correct than that previously established. The number of
revaluations which would be necessary under this method would
be limited only by the number of new determinations of recover
able units of metal. Advances in metallurgy, making possible the
treatment of ore’s formerly considered worthless because of low
grade or difficulties in reduction or smelting, would also cause a
similar revaluation. These are not peculiar or unusual condi
194

Special Problems in Accounting for Capital Assets
tions but, to a greater or less degree, are common to most mining
enterprises of any size or complexity, and they would introduce so
many complex and confusing elements, largely based on future
possibilities, that actual operating results might be seriously
obscured or distorted by the introduction of such deductions and
additions into the income and surplus accounts.
The problem in this example is a simple one, but the same
principles and methods apply where the situation is much more
complicated. It is unusual to be able accurately to estimate for
a mining property of any magnitude the probable extent of the
ore body or the content and extraction cost of the ore. It is
impossible to foretell over an assumed period of operation the
future course of metal prices. Herbert C. Hoover, in his book
Principles of Mining, says:

“It should be stated at the outset that it is utterly impossible
accurately to value any mine, owing to the many speculative fac
tors involved. The best that can be done is to state that the
value lies between certain limits, and that various stages above
the minimum given represent various degrees of risk. Further,
it would be but stating truisms to those engaged in valuing mines
to repeat that, because of the limited life of every mine, valuation
of such investments can not be based upon the principle of simple
interest; nor that any investment is justified without a considera
tion of the management to ensue. Yet the ignorance of these
essentials is so prevalent among the public that they warrant
repetition on every available occasion.
“In general it may be said that the lower the total annual
return expected upon the capital invested, the greater does the
amount demanded for amortization become in proportion to this
total income, and therefore the greater need of its introduction in
calculations. Especially is this so where the cost of equipment is
large proportionately to the annual return. Further, it may be
said that such calculations are of decreasing use with increasing
proportion of speculative elements in the price of the mine. The
risk of extension in depth, of the price of metal, etc., may so
outweigh the comparatively minor factors here introduced as
to render them useless.
“In the practical conduct of mines or mining companies, sink
ing funds for amortization of capital are never established. In
the vast majority of mines of the class under discussion, the ulti
mate duration of life is unknown, and therefore there is no basis
upon which to formulate such a definite financial policy even
were it desired. Were it possible to arrive at the annual sum to
be set aside, the stockholders of the mining type would prefer
to do their own reinvestment. *****”
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Copper mining companies are probably the most important
group among the producers of non-ferrous metals. Under present
conditions this industry requires the investment of large amounts
of capital to work deposits of ores which in most cases present
special chemical and mining difficulties by reason of their low
grade, geological peculiarities or the inaccessible situation of the
mines. None of the larger copper mining companies operating in
the United States attempts to show a deduction for depletion in
the published accounts on a basis of cost of property to the
company. All companies, of course, enter on their books values
and depletion reserves as determined for purposes of federal
income taxes. This is a special calculation for a special purpose
and, while presumably correct for that purpose, it does not repre
sent exhaustion of capital from the point of view of the company
or the stockholder.
Of seven copper mining companies, representing approximately
three-fourths of the United States domestic production, two of the
smaller ones charge the amount of depletion as arrived at for
federal income-tax purposes to income. Another large company
shows its properties at the United States treasury department
valuation, arrives at its income before depletion and shows
treasury department depletion as a deduction from surplus. The
other four companies, which account for nearly one-half the
domestic production, carry their properties at cost and do not
show any provision for depletion in their financial accounts.
They follow the custom of the industry so far as the publication
of statistics is concerned.
Companies operating in Canada, Mexico and Africa follow
much the same procedure. Certain South American companies
owned in the United States make a charge for depletion which,
while the basis is not stated, is presumably that arrived at for
federal income-tax purposes. Others, and these include most of
the larger companies, make no such provision and so state in
their accounts.
One of the largest African producers solves the problem of
depletion in an unusual manner. The mining rights and proper
ties are written off completely and no value is placed on the stock
which was presumably issued against these assets. Here the
company has written off all the depletion possible but at the same
time this charge is excluded from the income account as effectu
ally as if the properties were maintained at cost and no depletion
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whatever were written off. This is a case of the meeting of ex
tremes and either method is probably acceptable so long as the
facts are fully stated.
Another important non-ferrous metal is lead. Of eight repre
sentative lead mining companies four make a charge to income
for depletion. In one case it is definitely stated that this deple
tion is that determined for federal income-tax purposes, and it is
presumably so in the other three cases. The other four companies
do not make any charge for depletion in their income or surplus
accounts. It is interesting to note that in the case of the largest
company of the group the depletion allowed for federal incometax purposes was adjusted in 1935 by the treasury department,
which resulted in the reduction of the annual depletion charge by
approximately 80%. This was presumably the result of a de
termination by the treasury department that the value assigned to
the mining property as at March 1,1913, should be distributed over
a larger number of recoverable pounds of lead than was estimated
to be contained in the various deposits as at March 1, 1913.
In the coal mining industry it is the custom to charge depletion
in the accounts, generally on a cost basis. The conditions sur
rounding the mining of coal frequently permit the calculation of
depletion based on cost with a fair degree of accuracy.
As in many other cases the general practice of business men
and their technical advisors is probably the best guide for the
accountant. If those responsible for the conduct of an industry,
after consultation with their own and independent technical men,
after consultation with legal counsel and after having received
the views of stockholders and others financially interested, decide
on a course of action which is followed consistently over long
periods by a substantial part of an industry, it would seem that
the accountant should not endeavor to change this practice unless
he is possessed of overwhelming evidence that executives, tech
nical men and legal and financial counsel are all clearly wrong.
The mere statement that those responsible for companies ex
ploiting wasting assets do not follow the same accounting methods
as those responsible for the operation of factories and mercantile
establishments would seem to have little weight or bearing. As a
rule the investor in the securities of companies exploiting wasting
assets has at his command better and more comprehensive statis
tical data than can be obtained for most manufacturing or trading
industries. Such an investor must always bear in mind that the
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financial statements can only be read intelligently in conjunction
with such statistical data and the company’s own reports.
Conclusion
I am not sure that I have given you what you wanted or ex
pected. The National Association of Cost Accountants is an
intensely practical body and I feel that I have perhaps over
stressed the broad relationship of accounts to economics and in
vestment and have perhaps neglected immediate and practical
applications. But anyone who is responsible for the preparation
of statements which are used by executives is responsible to some
degree for shaping the policies of the organization whether he
wishes to be so or not and whether or not he realizes that he is
doing it. In every case this responsibility exists, whether recog
nized or not, and in many cases the management expects this
sort of judgment from the accounting department without specif
ically requesting it, as the management realizes instinctively that
this is an essential function which, if it is to be exercised at all,
must be carried out by the accounting department.
Accounting statements, no matter how prepared, must make an
impression of some sort and it is the duty of the accountant,
whether privately or publicly employed, to see that the impression
which is given is not only correct but truthful. By this I mean
that if, for instance, a statement were prepared, showing for a
company $100,000 profit in a quarter and $10,000 depreciation
charged off, the statement might be correct mathematically and
might be a correct transcription of the company’s records. If it
were known that the provision for depreciation was grossly in
adequate it would not, however, be a true statement and whoever
was responsible for the preparation of the statement would be
neglecting his duty if he did not point this out. It seems to me
that the most certain protection from preparing statements which
are correct but untrue is to understand the financial, economic
and, perhaps, even legal significance of the statements and figures
prepared and presented. No one can be expected to prepare a
statement and to understand all its implications, but the closer
we approach to that the more truthful and useful our statements
will be. The element of judgment is present to some degree in
even the simplest accounting statement, and the surest way to
see whether that judgment has been properly exercised or not is
to sit down quietly with the statement for a few minutes and try
to realize fully what it means as well as what it says.
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